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KEY ECONOMIC INDICATORS 


(All values in million U.S.$ unless otherwise indicated) 


Area : 127,581 square miles Exchange Rate 
Population : 11.9 million US$1.00 = M$2.50 


1975 a/ % change 


Income, Production, Employment 


GNP (billion) 8.1 +2.4 
Per Capita GNP +0.6 
Industrial Production Index -0.4 
(1968 = 100) P. Malaysia 

Employment (000) +0.9 
Average rate of unemployment " +0.2 
Consumer Price Index +6,0 
(1967 = 100) P. Malaysia 


Money, Debt, Balance of Payments 


Money Supply 

Public Debt 

External Debt 

Gold & Foreign Exchange 
Net External Reserves 
Balance of Payments 


Balance of Trade 

Exports 

Rubber 1154.7 724.0 

Palm Oil 434.4 559.6 428.8 
Saw Logs 413.0 253.2 -39.2 
Sawn Timber 174.9 146.0 -16.5 
Tin 606.0 425.6 -29.8 
Petroleum 269.6 293.6 +3.9 
Manufactured Goods 601.6 672.0 +11.7 
Others 421.6 488.0 +15.7 
Gross Exports 4075.8 3560.0 -12.7 


Less: Gross Imports 3937.6 3720.0 = §.5 
BALANCE OF TRADE +138.2 -160.0 -215.8 


Total exports to the U.S. 572.5 536.0 - 6.4 
Total imports from the U.S. 381.8 394.4 vee 


Value of major exports to the U.S. (Jan-Aug 1975) b/ Tin (82.5), Palm Oil (82.3), 
Rubber (47.0), Sawn Timber (2.16) Total (352.8) 


Value of major imports from the U.S. (Jan-Aug) b/ Machinery & Transport 
Equipment (115.8), Manufactured goods (39.9), Chemicals (26.9), Food (10.6), 
Beverages & Tobacco (6.5), Total (237.5) 


a/ Estimates by Treasury Economic Division 
b/ Estimates by Embassy for Sabah 
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SUMMARY 


The Gross National Product for Malaysia grew by 2.4 percent in market 
prices in 1975, a marked decline from the 21.4 percent growth in 1974. The 
slowdown was primarily due to depressed demand in the United States, EC 
countries, and Japan for the major primary commodities of Malaysia. Business 
confidence in Malaysia was eroded by the uncertainties in the world economy 
which adversely affected private investment. Real consumption expenditures 
declined. This factor, combined with small increases in food prices, did 
reduce the rate of inflation to 6 percent in 1975. 


Export prices continued to drop and deteriorated by 19 percent in the 
first half of 1975. The largest price declines were for rubber (20 percent 
of the total exports), sawlogs and sawn timber. Palm oil was the star per- 
former as greatly increased volume boosted earnings by 29 percent over 1974. 
Exports of manufactured goods slowed but still registered a 12 percent gain 
in 1975. Imports declined about 5 percent as a result of weak domestic 
demand following reduced export earnings. The traditionally strong merchan- 
dise account went into deficit for the first time, and the balance of payments 
position was reduced by about M$ 100 million. Malaysia still has, however, 
reserves sufficient to finance five months of retained imports at the 1975 
level. 


Private investment declined by 5 percent in real terms and considerable 

unused capacity developed. Private consumption expenditure, which remains 

the largest component of GNP (56 percent), declined 5.5 percent in real terms 
reflecting the fall in incomes, continuing inflation, and increasing unemploy- 
ment. Public sector expenditures increased by 9 percent in real terms. Much 
of the increase was salary increases for Government employees. Funds were 
shifted from low priority development projects to labor intensive projects 
with short gestation periods. 


Malaysia's economic outlook for 1976 is much brighter. Export earnings 
are expected to be the leading edge of economic recovery as demand by major 
consumers increases for primary commodities, especially rubber, tin, and tim- 
ber. Real output is estimated to increase 6 percent in 1976. Inflation is 
forecast to stabilize around 6 percent. Imports should increase about 5 per- 
cent, primarily investment and intermediate goods with consumption goods 
increasing only moderately. The merchandise account is expected to improve 
considerably. 


Private investment and private consumption are expected to increase 
about 5 percent each in real terms. Public investment and public consumption 
are estimated to increase 6.5 percent in real terms. The Third Malaysia Plan, 
1976-1980, which is to be introduced in Parliament in early 1976, could, if 
required act as a major stimulant to the economy. 


The Embassy generally agrees with the Government's projections for 1976. 
The Embassy believes that sales prospects for U.S. companies exist in labora- 
tory instruments; business machines, equipment, and systems; timber processing 
equipment; and high technology equipment for ports, airports, telecommunica- 
tions, electric power generation, agriculture, fisheries, and food processing. 
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CURRENT SITUATION AND TRENDS 


Exports Decline Sharply 


Aimost all of Malaysia's major trading partners imported less from 
Malaysia in 1975, resulting in an overall decline in merchandise exports of 
13 percent. Exports to Japan, the United Kingdon, and Singapore are estimat- 
ed to have declined by about 20 percent while exports to the United States 


declined marginally by 6 percent. 


Rubber is still the mainstay of the economy accounting for 20 percent of 
the value of total exports and 10 percent of Gross Domestic Product. When 
the price of rubber dipped to M$ 0.97 per kilo in November 1974 and small 
rubberholders demonstrated, the Government introduced the National Crash 
Program designed to withhold some 193,000 tons of Malaysian rubber from the 
market during the following 12 months. Additionally, Malaysia proposed a 
two-pronged Natural Rubber Price Stabilization Scheme to the Association of 
Natural Rubber Producing Countries - ANRPC (Indonesia, Sri Lanka, Singapore, 
and Malaysia). The Scheme aims to achieve price stability via (1) production 
controls apportioned among producers to limit rubber reaching the world 
market, and (2) an International Rubber Buffer Stock similar to the Tin 
Buffer Stock and to buy and sell rubber in the world markets to stabilize 
price within a price range acceptable to both producers and consumers yet to 
be announced. To date, an agreement has not been signed by the members of 
the ANRPC, although a draft agreement is under review. 


The Government has also undertaken measures to develop Kuala Lumpur as 
an international rubber market through fostering more direct rubber trade 


between Malaysia and the PRC and Eastern European countries; establishing a 
continuous price reporting system; possibly expanding the volume of hedging 
business; and exploring the establishment of a Central Clearing House to 
facilitate the settlement of contracts. 


Palm oil was the star performer and the second biggest export earner 
after rubber in 1975. Export revenues in 1975 increased by about 28 percent 
over 1974 due primarily to an increase in export volume from 900,000 tons 
last year to 1.205 million tons during the current year. Export volume is 
expected to exceed 2.0 million tons within three years. The biggest import- 
ers, taking more than 80 percent of Malaysian palm oil exports, were the 
United States (27 percent), Singapore (19 percent), Netherlands (13 percent), 
United Kingdon (12 percent), and Iraq (10 percent). 


An increasing amount of oil is being refined locally -- about 200,000 
tons in 1975 (an increase of 129 percent over 1974) and up to 300,000 tons in 
1976. Thus far, 36 refining mills have been approved, of which 8 have start- 
ed operations. GOM policy is to carry processing further downstream. 


Sawlogs and sawn timber deteriorated further in export value during 1975 
by an estimated 39 percent and 17 percent, respectively. The decline in 
overseas demand and the increased competition for the limited domestic market, 
which was depressed by the recession, seriously affected timber prices, 
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particularly in early 1975 when production had to be drastically cut back. 
Some price recovery was noted in the last quarter. 


Tin declined in export value by 30 percent because of the fall in export 
prices coupled with reduced demand which lead to export controls by the 
International Tin Council. The United States remained the largest consumer 
of Malaysian tin. PRC has emerged as a major exporter of tin, 18,000 tons in 
1975 or 10 percent of world demand, and to date has not indicated willingness 
to sign the International Tin Agreement. The Fifth International Tin Agree- 
ment will come into operation in July 1976. 


Petroleum crude and partly refined increased in export value by about 
9 percent to reach M$ 734 million (8 percent of total exports) reflecting 
mainly an increase in production to 26 million barrels after experiencing 
declines in the last three years. Japan continues to be the principal 
customer taking 41 percent of Malaysia's petroleum exports. 


Manufactured goods exports slowed to an increase of only 12 percent in 
1975 after impressive gains in 1973 (+70 percent) and 1974 (+53 percent). 
Significant declines occurred in the export of wood products (-30 percent), 
iron and steel products (-27 percent) and chemical products (-15 percent). 
Textiles registered a 15 percent growth in exports mainly the result of the 
setting up of export-oriented plants by investors from Japan, Hong Kong, and 
Taiwan. Emphasis is being given to developing new markets for manufactured 
goods such as West Asia and Eastern Europe. 


Imports Drop 


Sluggish domestic demand resulted in a decline of 5 percent in imports 
in 1975 contrasted to the strong growth of 66 percent in 1974. Imports of 
food items declined by about 5 percent due to a substantial reduction in 
volume imported and to a lesser extent the easing of world food prices. Rice 
imports declined 40 percent in value due to increased domestic production 
(+10 percent) and lower prices. The major food import, sugar, increased by 
11.5 percent largely because of forward contracts from Australia and Fiji 
(which supplied 86 percent of total). Lower incomes following declining 
export receipts was the major cause of imports of other consumption goods, 
especially consumer durables such as household appliances and automobiles, 
being reduced drastically. 


The slowdown in the industrial sectors, especially manufacturing and 
construction, was reflected in decreases in imports of investment goods 
(-5 percent), manufactured goods (-23 percent), and intermediate goods (-14 
percent), compared to 1974. Japan, U.S. (11 percent), U.K., Australia, and 
West Germany, which supplied about 55 percent of total imports, continued to 
be the main suppliers. 


Public Consumption and Investment Expand Moderately 


Public consumption which increased by 17 percent in 1974 increased 
further by 19 percent in nominal terms in 1975 reflecting mainly increases in 
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wages and increased purchases of supplies and materials. Public consumption, 
which constituted about 30 percent of total consumption in 1975, comprised 
mainly wages and salaries (65 percent), and the salary increases of Govern- 
ment employees on aggregate demand was considerable. 


Public investment, which increased substantially in 1974 (39 percent), 
slowed to a 17 percent increase in 1975. Development expenditures of the 
Federal and State Governments, which jumped by 61 percent in 1974, increased 
only 2.3 percent in 1975. The overall development expenditures of the 
Government during the Second Malaysia Plan, 1971-1975, are expected to reach 
M$ 7,231 million or 89 percent of the revised goal, which had been substan- 
tially increased at the mid-term review. 


Public Debt Increases 


A large increase in both domestic (M$ 1,312 million) and external 
(M$ 860 million) debt in 1975 was required to finance the large budget defi- 
cit caused by increases in expenditures and declining revenues particularly 
in the export sector. Debt servicing (excluding principal repayments) 
increased from M$ 456 million in 1974 to M$ 687 million in 1975 making it the 
third largest expenditure in the Federal Government current account budget, 
next to security and education. It remains, however, well within accepted 
norms. U.S. banks syndicated three major external loans for the GOM in 
1975--Chemical Bank, M$ 348.8 million, and Chase Manhattan two loans total- 
ling M$ 436 million. 


Private Investment and Consumption Weaken 


Private investment was sluggish and reflected generally the lack of 
business confidence especially in the early part of 1975. Latest estimates 
are for an increase of only 2 percent in current prices compared to an 
increase of 55 percent in 1974. In real terms private investment is estimat- 
ed to have declined by 5 percent. Applications to start new industrial 
projects declined by 40 percent in the first seven months of 1975 with pro- 
jects involving foreign investment down 49 percent from 1974. 


Private consumption dropped 6 percent in real terms because of lack of 
consumer confidence resulting from lower incomes and profits, especially in 
the export sector and the laying off of workers in the recession-affected 
industries, e.g., textiles, electronics, and wood products in the manufactur- 
ing sector. The erosion in money incomes and standards of living were highest 
in the agricultural sector due to rapidly falling timber and rubber prices. 
Inflation declined to about 6 percent, down from 18 percent in 1974, primari- 
ly the result of smaller increases in food prices which account for 47 percent 
of the Consumer Price Index. 


Economic Outlook for 1976 and 1977 Is Favorable 
Exports of the principal primary commodities (rubber, palm oil, timber, 


petroleum, and tin) are expected to be the leading edge of Malaysia's eco- 
nomic upturn in 1976 and 1977. The upturn depends on the pace and strength 
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of the recoveries of the economies of the industrial countries, particularly 
the U.S., EC countries, and Japan. The Government estimates real output to 
increase 6 percent in 1976 and climb further in 1977. 


The manufacturing sector, which started to recover in 1975, is expected 
to become more buoyant in 1976 and increase its output about 8 percent. 
Exports of manufactured goods are projected to increase by about 15 percent 
in 1976. 


Private sector expenditures are forecast in 1976 to increase about 5 
percent in real terms. Private investment should be up by 5 percent with 
particular improvement in investment in machinery and equipment. Private 
consumption expenditures should increase about 5 percent in real terms as a 
result of higher consumer confidence following improvement in export earnings 
and stabilization of employment. Inflation is forecast to stay at about 6 
percent in 1976 and 1977. 


Imports are forecast in 1976 to increase about 5 percent in real terms. 
Investment goods are expected to increase by 14 percent and intermediate 
goods by 20 percent in anticipation of increased investment. Consumer goods 
are expected to increase moderately. 


The public sector expenditures are estimated to increase by 6.5 percent 
in real terms and 9 percent in nominal terms. These estimates do not include 
expenditures of funds in 1976 under the Third Malaysia Plan, 1976-1980, which 
is being finalized and will be introduced in Parliament in early 1976. Devel- 
opment expenditures could increase significantly with the introduction of the 
Third Malaysia Plan. For the first time the Federal Budget is planned for a 


deficit (small) in the current operating portion, a departure from past 
policy of being in surplus or in balance. 


Embassy Kuala Lumpur generally agrees with the projections of the GOM 
for the economy of Malaysia in 1976. As stated previously, estimates of 6 
percent growth in GNP depend primarily on upturns in the economies of the 
industrialized countries. GOM pins its hopes on increases in exports and 
has not made any significant fiscal moves in the 1976 Budget to stimulate the 
economy, although the Third Malaysia Plan could play a major role, if required. 


Implications for the United States 


U.S. firms producing high technology equipment will find a ready market 
in Malaysia's expanding economy. Areas of special interest include equip- 
ment for: ports and harbors, airports, telecommunications, electric power 
generation, agriculture and fisheries and food processing. The Embassy 
believes that especially good 1976 sales prospects exist in the following 
categories: 


--laboratory instruments. Demand is expected to increase 
notably during 1975-1979 with total imports reaching M$ 92 
million in 1979. U.S. share of the market was 42 percent in 
1974. U.S. suppliers should achieve sales in excess of M$ 44 
million in 1976. 
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--business machines, equipment, and systems. A limited 
but growing market exists for sale of business machines 
and systems. Malaysia suffers from a shortage of 
trained personnel in this area. 


--timber processing equipment. The potential for sales 
to the Malaysian timber industry is good, although the 
industry has been in a slump for the past 12-18 months. 
Indications are that sales of timber and processed 
timber products are picking up as all of the sawmills 
are back in production. Significant opportunities 
should occur with the move towards integrated operations. 


Other excellent prospects exist in communication equipment, airconditioning 
and refrigeration equipment, process control instrumentation, and metal- 
working and finishing equipment. 


As part of our continuing program to expand U.S. exports to Malaysia, 
the Embassy, in conjunction with the U.S. Department of Commerce, will have: 
a timber industry trade mission in March; a trade exhibition featuring 
materials handling equipment, packaging machinery and equipment, and building 
and construction equipment; and a trade mission on commercial fisheries 
equipment, to be hosted in July. 


Successful exporters to the Malaysian market find that if they cannot 
set up their own office in-country, the best guarantee of success is a rep- 
utable and aggressive local agent. Ideally, the agent will know something 
about the product line before representing a firm. More importantly, he 
must be able to provide the all-important factor of after-sales service. 
American firms have often been accused (sometimes justifiably so) of viewing 
the Malaysian customer as a one-time sales prospect. Firms wishing to sell 
to Malaysia over the long-term are well advised to locate a reputable local 
agent. The Embassy and the Department will be pleased to assist any American 
firm in locating such an agent. 


7rg491 sx U.S. GOVERNMENT PRINTING OFFICE: 1976—210-946/96 3-1 





